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Toward an Understanding of the Economic Crisis 


The adjournment of Congress affords time to the 
country to reflect soberly on the critical aspects of the 
political and economic situation. There has probably 
never been a time in this generation when so much con- 
fusion has existed with reference to the factors which 
should determine public policy. Conflict over political 
and economic theories we have always with us. It is 
much intensified at present because interests are so sharply 
arrayed against each other and insecurity and fear are 
so widespread. In what follows an attempt is made to 
appraise the situation that now confronts the country, 
from the point of view of the citizen whose assumptions 
are those of Christian ethics and whose desire is to look 
at facts and issues with as little bias as possible. 


It would seem that the key to an understanding of the 
present conflict over the economic policies of the govern- 
ment is found in the distinction long ago made, and 
stressed particularly by Walter Lippmann, between “re- 
covery” and “reform.” From the beginning of this Ad- 
ministration confusion has reigned in many minds as 
to the real purpose of the New Deal. Radicals asserted 
that it was aimed merely at rehabilitating capitalism. Con- 
servatives have regarded it as deliberately or unwittingly 
inimical to capitalism, and essentially revolutionary. The 
reason for this continuing confusion is found in the double 
purpose of the Administration’s program—recovery and 
reform. 

It seems fair to say that the chief economic tenet of the 
Administration is that the existing economic system, 
called by some the “enterprise order”, cannot continue 
unless a substantial redistribution of income occurs so that 
the mass of the people upon whom retail business and 
ultimately all business, depends shall have a considerable 
increase in purchasing power. This premise is challenged 
by some persons but has been very widely accepted by 
economists and spokesmen for business. As a matter of 
fact, it was not originated by the present Administration. 
It is the premise underlying the high-wage doctrine which 
came into vogue during the ’20s. 


Given this fundamental assumption, the attainment of 
recovery alone—that is to say, an approximation to the 
rate of production which obtained prior to 1929, with 
absorption of the larger part of current unemployment— 
would be a barren achievement. Indeed, it has all along 
been a primary concern of those interested in economic 
reform that recovery should not come in such rapid and 


fulsome fashion that concern for the remedy of serious ills 
would be dissipated. In that case, the believers in eco- 
nomic reform hold, the country would be getting only a 
“shot in the arm,” a temporary boom which would be fol- 
lowed by a recurrence of the old economic disease. The 
Administration has faced a problem of unprecedented dif- 
ficulty in trying to maintain the trend toward economic 
recovery and at the same time secure larger purchasing 
power for the masses by putting a floor under wages, a 
ceiling over hours, and in other ways preventing dispro- 
portionate accumulation of wealth. 

The situation is one that lends itself readily to confu- 
sion. Witness the flatly contradictory statements as to 
the cause of the second depression, which critics of the 
Administration refer to as “the Roosevelt depression.” 
On the one hand, it is asserted that it was caused by the 
unwillingness of capital to cooperate with the government, 
in other words, by a capital strike. On the other hand, 
it is asserted that it was caused by a refusal of the Adminis- 
tration to make any fair recognition of the requirements 
of sound business procedure. Each statement is entirely 
true, granted the specific point of view from which it is 
made. There is no common point of reference, and this 
is why the situation is at once so baffling and so serious. 

The Administration desires to secure recovery in terms 
of production and employment with the extensive coopera- 
tion of private capital. It is apparently willing, however, 
to make only such concessions to the demands of capital 
as are consistent with the imposing of certain restraints 
upon business which might mean smaller returns for 
capital. The policy of the Administration seems to be to 
afford to capital only that measure of return which will 
permit a wider distribution of the anticipated economic 
prosperity. The position of business, large and small, 
seems to be that business is paralyzed because under an 
arbitrary policy of government confidence that capital will 
not be dissipated, to say nothing of yielding a “fair” re- 
turn, has been destroyed. But the two positions need 
clarification. 


Because temperate statements of the conservative busi- 
ness viewpoint are not as numerous as one could wish 
we reprint below some lengthy excerpts from an address 
given by George H. Houston, president of the Baldwin 
Locomotive Works, at a lay conference held by the Ad- 


1The excerpts are taken from the address as printed in the 
Teachers College Record for April, 1938, and are reproduced 
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vanced School of Teachers College, Columbia University, 
during the academic year just closed. His dispassionate 
approach to an economic analysis is shown in the follow- 
ing statement : 

“At the beginning of the depression business men talked 
almost exclusively about what was wrong with business, 
and what could be done to restore normalcy. Later, as 
the depression intensified, the queries changed to: What 
is wrong with the economic system? and: What must be 
done to restore economic balance and prosperity? But 
finally the questions developed: What of our social order? 
Upon what is it based? Where are the present trends 
taking us? Is the production of goods and the rendering 
of services the chief end of our existence or is there some- 
thing more? What kind of country are we going to leave 
to our children? Thus we saw the beginning of what I 
believe will be a great awakening of interest in these 
broader aspects of our national life.” 

Mr. Houston sets forth the theoretical alternatives in 
this fashion : 

“There have come down to us through the ages only 
two fundamental concepts of the organization of society 
into groups: 

“One, in which the individual possesses the greatest 
possible freedom of personal conduct and progresses as 
he may, by his own efforts and ability, with only such 
restrictions as may prevent his efforts from unduly inter- 
fering with like efforts of other individuals, and such sup- 
port as may prevent him from being submerged—the 
individual being the supreme unit, the group functioning 
as a unit only to the extent necessary for the common 
good and then through delegated powers of limited scope. 

“The other, in which the social group, acting through 
its governing medium, determines and controls the acts 
of each individual within it, the individual being restrained 
or stimulated by the governing medium as it may desire, 
to obtain the predetermined results; the group being the 
supreme unit, the individual subordinated to it in every 
way. 


“The first system is individualistic; it stimulates self- 
reliance, independence, and initiative. It is characterized, 
in its economic aspect, by the ownership and control of 
the facilities of production, distribution, and living by 
individuals or groups of individuals. It is based upon 
three simple propositions: namely, the voluntary division 
of labor, including the right of the individual to seek the 
kind of gainful employment he chooses individually to 
do under the conditions he is willing to accept and can 
find; the free exchange of goods and services, including 
the right of the individual to sell the products of his serv- 
ices or any of his possessions to whom, when, and where 
he can, and for what he chooses to accept, and to take the 
proceeds thereof and buy what he chooses when, where, 
and for what price he chooses to pay; and the institution 
of private property which may be defined as the right of 
the individual to own property and to enjoy its use so 
long as such use does not interfere with the enjoyment by 
another of the like use of his own property. 


“The second system is collective ; it creates dependence 
upon government and discourages individual initiative and 


by permission, The same issue contains addresses by Mark Jones, 
well known consulting economist, H. W. Prentis, Jr., president of 
the Armstrong Cork Company, Harold Stonier, executive manager 
of the American Bankers Association; also addresses by Pro- 
fessors George S. Counts, Edward H. Reisner and F. Ernest 
Johnson of Teachers College. 


self-reliance. In its economic aspect it is characterized 
by ownership or control by government of the facilities of 
production and distribution. In its extreme form—Com- 
munism—the facilities of living also are owned and con- 
trolled by government. It substitutes for the voluntary 
division of labor an assigned or allocated division of 
labor, this being an essential concomitant of controlled pro- 
duction in that control of production necessarily carries 
with it the allocation of employment. It substitutes for 
the free exchange of goods and services a controlled ex- 
change, in that control of production of necessity involves 
control of distribution. It substitutes for the institution 
of private property the concept of publicly owned prop- 
erty engaged in carrying on the intimate and essential pur- 
suits of satisfying human wants... . 

“Individualism and collectivism, as forms of social or- 
ganization, must each be measured by its effectiveness in 
attaining the objectives of society both as to the group and 
as to the individual. Neither has ever existed in perfect 
form. Each in the form of an abstract theory has its 
attractions; its ultimate desirability, however, must be 
measured by its effectiveness when applied to the actuali- 
ties of life. Too frequently comparison is made between 
the realistic practicalities of actual existence and the 
theoretical abstractions of an idealistic concept, without 
consideration of the changes that must occur in the prac- 
tical application of any abstract theory. These two con- 
cepts of social organization are mutually antagonistic. 
They cannot prevail in the same group with respect to re- 
lated activities, in that one is based on individual freedom 
of action and personal initiative, and the other on group 
solidarity, mass action, and conformation of individual 
action to the group pattern. 


“Tt should be observed, however, that as an individual- 
istic social organization progresses from a primitive to a 
civilized condition it inevitably tends toward collectivism 
through the assumption by government of more and more 
of the activities of the group. This trend should not be 
condemned solely because it is collective, but rather should 
be judged by its effect upon the social organization, all 
aspects being taken into consideration. Few thinking peo- 
ple would desire to restore to individual control many 
things now handled by the state, regardless of the relative 
economy. Such services would include the transport of 
the mail, the operation of vehicular highways, and many 
municipal services, such as sanitation and sewage disposal. 
This trend should always be clearly recognized and dealt 
with candidly, each step being subjected to investigation 
and analysis to determine its advisability, it being under- 
taken only upon proper showing that it is unmistakably 
in the direction of genuine and permanent social progress. 
Such development also must be segregated from private 
enterprise and not made competitive with it, as it is 
obvious that private enterprise cannot continue to exist 
in competition with public enterprise in that private enter- 
prise must finance itself and assume its own hazard and 
losses, and in addition will be forced, in the long run, 
through taxation, to finance and carry the hazards and 
losses of public enterprise.” 


Insisting that progress always comes through individuals 
“reaching out into the unknown for the accomplishment 
of something new, and the subsequent painstaking and 
laborious advance of the group toward this new accom- 
plishment of the leader,” Mr. Houston deplored all inter- 
ference with individual initiative. ‘“Collectivism is possible 
only through suppression of individual freedom of action 


YilM 


= 
in t 
it < 
eco! 
for 
Rel 
. 
ciat 
of v 
corr 
poli 
lyin 
how 
fere 
wel 
nec 
3 mos 
of 
goit 
poit 
thec 
sho 
pub 
it tl 
Lip 
“ 
It r 
inet 
ulti 
lenc 
But 
wot 
the 
it is 
rest 
lon; 
itse 
whe 
bor 
tior 
suc 
on 
the 
mot 
tha 
( ati 
it 
the 
to | 
2 


rized 
es of 
Com- 
con- 
ntary 
mn of 
| pro- 
urries 
for 
ex- 
olves 
ution 
prop- 
| pur- 


ul or- 
in 
and 
erfect 
aS its 
st be 
tuali- 
tween 
1 the 
ithout 
prac- 
con- 
nistic. 
to re- 
edom 
group 
vidual 


idual- 
> toa 
tivism 


gress. 
rivate 
it is 
» exist 
enter- 
and 

run, 
is and 


viduals 
shment 
ig and 
accom- 
| inter- 
ossible 

action 


in the economic field. Individual freedom of action in the 
economic field cannot be suppressed except by suppressing 
it also in those fields of human interest which are not 
economic, which otherwise would be used as a medium 
for nullifying the control sought for in the economic field. 
Religious and social individualism cannot exist in asso- 
ciation with economic collectivism.” 

Here, then, is a fresh statement of the business point 
of view that underlies opposition on the part of the business 
community to the New Deal. It is in contrast to many 
of the attacks by business interests on the Administration’s 
policies, which so abound in fulmination that their under- 
lying philosophy is quite obscured. Stripped of rhetoric, 
however, these arguments come down to an affirmation 
of faith in private enterprise and a conviction that all inter- 
ference with it is to be regarded as hostile to the public 
welfare or at the most a regrettable accommodation to 
necessity. 


The answer of the New Deal is twofold. First, and 
most convincingly to the rank-and-file voter, the supporters 
of the Administration pose the question, What are you 
going to do with the unemployed? From the government 
point of view the country faces “a condition and not a 
theory.” Long ago it was agreed on all sides that people 
should not be allowed to starve because of the depression 
and the only plausible answer to a shrinkage of jobs under 
private employment seems to be to create jobs under 
public employment. There is a political inevitability about 
it that increases the seriousness of the situation. Walter 
Lippmann has put the matter in striking fashion. Dis- 
cussing the present spending program, which he deplores, 
he says: 

“The trouble with this system is that it really does work. 
It really does in a way succeed. If it were as foolish and 
ineffective as the New York Times, for example, keeps on 
saying it is, it would not be nearly so dangerous in its 
ultimate consequences. For, if the Administration were 
unable to create a kind of prosperity by spending and 
lending, the failure would be evident to the people and the 
voters would quickly enough get rid of the New Deal. 
But the fact is that government spending and lending will 
work for a while, will work well enough to give at least 
the appearance of good times. And it is also a fact, which 
it is not only useless but dangerous to deny, that American 
resources are sufficient to support such a program for a 
long time to come.”* 

The spectacle of a government deliberately maintaining 
itself with the voters by distributing works appropriations 
where they will be not only economically effective but 
politically impressive has caused widespread consterna- 
tion. It has been pointed out again and again that all 
such government activities tend to build up vested interests 
on the part of beneficiary groups. On the other hand, if 
the unemployment situation is regarded as presenting a 
moral imperative to immediate action the course of the 
government appears almost inevitable. Even assuming 
that a complete change of policy in the direction of stimu- 
lation to private enterprise would absorb unemployment 
it would be months before the results of such a policy 
would become effective. The awful imperative resting 
upon the government to prevent widespread suffering and 
a growing sense of social injustice is much greater than 
the manifestoes of business recognize. 

The second phase, however, of the New Deal answer 
to the conservative attack runs deeper. It is based just 


2 New York Herald Tribune, May 19, 1938, 
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as definitely as is Mr. Houston’s argument on an economic 
analysis. More than that, it is based upon the same 
analysis, pushed a little farther. Perhaps no one has put 
the crux of “liberal” economic theory—that is to say, the 
economic doctrine which has gone hand in hand with the 
theory of political democracy and which is opposed to the 
current collectivist trend—better than Mr. Lippmann him- 
self. ‘The objective of liberalism,” he says, “is to revive 
and preserve markets in which high prices for a com- 
modity will determine that more of 1t should be produced 
and low prices that less of it should be produced. For 
the liberal maintains that unless these vital decisions are 
made by the markets they will be made first in the offices 
of corporations and eventually in government bureaus. 
And the liberal argues that the power to fix prices is 
the ultimate power over the life and labor of a people, and 
that no system of liberty can survive under the private or 
public administration of prices.’”* 


Mr. Lippmann says this by way of criticism of the Ad- 
ministration. Ironically enough, it is the identical argu- 
ment which the New Deal economics aims at economic 
conservatism today. Coupled with the findings of the 
Brookings Institution, which have been very widely pub- 
licized within the business community, the argument be- 
comes something like this: Traditional economic theory 
requires that price shall be the instrument of preserving 
a balance between production and consumption. In a free 
market a lowered demand will be accompanied by a reduc- 
tion in price so as to stimulate demand. In actual prac- 
tice today, however, a marked decrease in demand is met 
by restriction of output. The traditional economic theory 
upon which American business has been built requires 
that instead of having price fixed in the way that Mr. 
Lippmann warns against, in the offices of corporations, 
or by government, it shall be fixed by the mechanisms of 
the market so that production may be kept at normal. This 
. particularly vital with reference to the necessities of 
life. 


This is presumably the reason for the seeming contra- 
diction in the government’s present program. Listening 
to Mr. Borah and others, the Administration makes a 
fresh attack upon monopoly aimed directly at correcting 
this paralysis of the price mechanism in accord with con- 
ventional economic theory. At the same time it prac- 
tices curtailment of production, so widely complained of 
as reflecting an economic philosophy of “scarcity.” Yet 
this very curtailment of production is exactly what busi- 
ness has long done in America when the price structure 
was threatened. The government’s curtailment program 
is borrowed directly from monopoly business practice. 

Thus the contradiction in the Administration program 
is a reflection of the contradiction within business theory 
and practice. Theoretically committed to free competition, 
with the price system as a governor of production which 
should prevent economic depressions, business, where 
highly organized, has nevertheless tended to nullify this 
laissez-faire theory and to determine the volume of pro- 
duction in accord with available prices rather than to let 
price, operating in a free market, determine the volume of 
production. Those defenders of the New Deal who think 
in terms of economic philosophy are unconvinced by its 
critics because they see in business as organized and 
administered today a negation of liberal economic theory 
which has been generally accepted since the days of Adam 
Smith. And this criticism reinforces the first part of the 


8 Ibid., May 3, 1938. 
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New Deal defense to which reference was made above: 
What are you going to do with the unemployed? 


The above is set forth merely for the purpose of focus- 
sing upon the main issue. Broadly speaking, current criti- 
cisms of Administration policies stop short of a clear state- 
ment of the way in which business proposes to solve the 
problem of economic distribution. They tend to stop, 
as Lionel Edie, guest speaker at the last Congress of 
American Industry, reminded his audience of manufac- 
turers, at the demand that government take its hands off. 
It seems safe to say that the mood of the American people 
is anything but radical. They have manifested no love 
for regimentation or dictatorship. The tremendous re- 
versal of political sentiment that has occurred during the 
last few years seems to indicate not a conversion to any 
new social philosophy but a simple direct response to a 
situation—the growing inability to buy products which 
industry has a rapidly increasing capacity to produce. 
In the present situation there is something of the tragic 
compulsiveness which is observable today in international 
affairs. The people do not want regimentation any more 
than they want war. They prize their liberties as they 
prize peace and security but by a compulsiveness inherent 
in their economic situation they seize the strongest arm 
that offers aid. 


In addition to furnishing a reasoned and clear statement 
of the case for private enterprise, Mr. Houston, in the 
address quoted above gave definite hint as to what its con- 
tinuance might require in terms of population shift. 

“The industrial activities of the country,” he said, “are 
being called upon with increasing insistence not only to 
support those engaged in the production of goods and the 
rendering of services required by the country, but also to 
make constantly larger provision for urban populations 
not required in the economic activities of the country. 
What is the answer to this condition? Should America 
admit to itself that the natural habitat of man is on the 
land; that only a limited portion of its population can, 
at its present stage of economic development, be gainfully 
employed in urban pursuits ; that the remainder should live 
on the land, some engaged in producing for sale, others 
wholly or in large part producing for their own use? 
Should it, to this end, undertake, without regimentation 
of agriculture in any way, to restore a fair and equitable 
balance between the attractions and benefits of rural life, 
even though on a subsistence basis, and urban life main- 
tained in part by social services rendered at the expense 
of constantly increasing production costs? Or should 
America adopt the philosophy that the primary objective 
of industry is not to produce and distribute goods but 
rather to create gainful employment at all times for all 
the potentially employable population? If employment 
of all the population is determined to be the true and ulti- 
mate objective of industry, then the available work should 
properly be distributed among the available population, and 
the proceeds thereof distributed likewise, a true setting for 
a planned economy.” Such an economy, of course, Mr. 
Houston would greatly deplore. 

Rarely do any of the spokesmen of business speak so 
concretely in terms of possible solutions. Also, it may be 
noted, Mr. Houston in the informal discussion that fol- 
lowed the presentation of his own and other papers elab- 
orated the suggestion he had offered that a fair trial be 
made of public (collectivist) enterprise in areas sharply 
marked off from those in which private enterprise is oper- 


ating and in which it should be protected, he believes, 
from all public competition. He made frank avowal of his 
strong preference for individual enterprise and his con- 
viction that the collectivist trend should be stopped, but 
he believed that only a scientific demonstration would 
satisfy the American people. 

These suggestions seem to offer some promise of dis- 
cussion of the economic situation in concrete terms. Over- 
whelmingly, current discussion on both sides is vague, 
rhetorical, general. It may be fairly contended, however, 
that since the logic of government spending has, as Mr. 
Lippmann suggests, very concrete and intelligible applica- 
tions, it is from the business community that an alternative 
answer to the challenge of the present crisis is now needed. 

It would seem incumbent on the lay leadership of the 
churches, who also largely constitute the leadership of 
business, to study the pressing economic issues of this 
hour not merely as members of an economic class but as 
representatives of a Christian system of ethics. We need 
as never before an honest, disinterested evaluation of 
political and economic expedients in the light of a 
social faith. There are many indications that responsible 
leaders of business and industry, harassed by increasing 
costs and uncertainty as to future government poli- 
cies, have been impelled toward an aggressive conserva- 
tism which is not really congenial to their sensibilities. A 
widespread evil in the world today is the frustration ex- 
perienced by people of sensitive conscience. 


Educator Added to Corporation Board 


As the preceding article was being prepared for publica- 
tion the press reported the announcement of the Johns- 
Manville Corporation that Dr. Walter A. Jessup, presi- 
dent of the Carnegie Foundation for the Advancement of 
Teaching, had been elected to the Board of Directors of 
the Corporation. In his letter advising Dr. Jessup of his 
election Lewis H. Brown, president of the Corporation, 
whom we have quoted before, said in part as follows: 

“No one is more aware than yourself of the profound 
changes in economic and social thinking that have taken 
place in this country in the past decade. As a result, 
American business is today confronted not only with new 
social responsibilities which it must discharge, but with 
new concepts that profoundly alter the relationships of 
business to its stockholders, to its employes, the govern- 
ment and the general public. 

“Determination of industrial policies, as well as con- 
sideration of great national economic questions, must more 
and more include not merely the strictly economic factors 
on which business men are accustomed to rely, but on 
wholly new elements of great importance. 

“The making of profits is, of course, fundamental to 
all soundly managed enterprises, but the measure of cor- 
porate success goes beyond profits and now includes serv- 
ice to the community and nation as well.” 

Dr. Jessup has a long record of distinguished service 
in the educational field. He is a member of the Board of 
Education of the Methodist Episcopal Church. His prin- 
cipal responsibility with the Johns-Manville Corporation 
will be to interpret the viewpoint of the public to his fellow 
directors, 

NOTE: 
The next issue of this Service will appear on September 3. 
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